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Comparison of FY 2009, FY 2010 and FY 2011 Ratings

FINANCIAL RATINGS SUMMARY

(1 =Low; 2 = Medium-Low; 3 = Medium; 4 = Medium-High; 5 = High )

Overall Financial | Non-Section 5309 Project Capital Project Operating
Rating New Starts Share Financial Plan Financial Plan
Rating Rating Rating
FY 2009
FY 2010
FY 2011 3 5 3 3
Change - — - -
Capital Finance Plan
Capital Commitment Capital Financial Capacity/
Condition of Capital Cost Estimates and Planning
Funds Assumptions

FY 2009 '
FY 2010
FY 2011 3 5 1
Change - - -
Operating Finance Plan

Operating Commitment Operating Financial Capacity/

Condition of 0&M Funds O&M Cost Estimates and

Assumptions

FY 2009
FY 2010
FY 2011 3 5 2
Change - - -
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Honoluls High Capacity Transit Corridor Project
Honolulu, Hawaii

New Enformation/Changes

Factoer General Comments

Non-Section 5309 New High rating assigned. Non-Section 5309 New Starts funds are proposed to
Starts Share be 71 percent of the total project cost, which qualifies for a High rating.

Project Capital Financial | Medium rating assigned. The project financial plan presents very little
Plan capacity to absorb cost increases or funding shortfalls, and has potentially
significant revenue risks.

Capital Condition Medium rating assigned. Reflects the average age of the bus fleet (5.2
years) and the bond ratings of the City and County of Honolulu (double-A).

Commitment of Funds | High rating assigned. All non-Section 5309 funds are committed, though
the funds may not be available in the amount forecasted.

Capital Cost Estimates, | Low rating assigned. Reflects concerns about revenues, debt capacity, and

Assumptions and the City’s capacity to absorb potentially large revenue risks.

Financial Capacity
Project Operating Medium rating assigned. Reflects good current operating condition and
Financial Plan comumitment of funds.

Operating Condition Mediuwm rating. Ratio of current assets to current liabilities is 1.32.

Commitment of Funds | High rating assigned. All operating funds are from City-controlled sources.
However, due to the substantial increase in operating subsidies that are
forecasted, with no new source of funds identified to cover the increase, the
forecast assumes a much higher rate of transfers from other City funds, the
impacts of which are not identified.

O&M Cost Estimates, | Medium-Low rating assigned.. Unit cost growth is optimistic relative to

Assumptions, and historical experience. It is questionable whether the operating subsidy
Financial Capacity required by the project could be absorbed by the City without tangible cuts
in City services or increases in other taxes. O&M costs for the project may
be understated.
Federal Transit Administration 2
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Honolult High Capacity Transit Corridor Project
Honolulu, Hawaii

PROJECT SUMMARY

PROJECT DESCRIPTION

‘The Honolulu High Capacity Transit Corridor Project (“the Project™) is being undertaken by the City and
County of Honolulu (“the City™). The corridor stretches across southern O‘ahu, from Kapolet in the west
to Ala Moana Center in the east. The locally preferred alternative (LPA) for the project, adopted in 2006,
uses a 3".rail electrified rail technology throughout the corridor.

The Project is a 20.2-mile light rail line extending from East Kapolei in the west to the Ala Moana Center
in the east. The alignment would include 21 stations and will be a dual guideway with 19.5 miles
elevated and 0.7 miles constructed at-grade. The Project is expected to be constructed in phases, each
with similar construction activities. Phase I will be the portion between East Kapolei and Pearl
Highlands, and will also include construction of the vehicle maintenance and storage facility. The
remainder of the Project (Phase II) would be built in three overlapping sub-phases continuing Koko Head
from Pear]l Highlands first to Aloha Stadium, then to Middle Street, and finally to Ala Moana Center.
Individual construction phases would be opened as they are completed. The entire Project is scheduled to
be in operation in FY2019. Conceptual design for the Project continues and work on the first
construction phase is anticipated to begin in early calendar year 2010. Cost estimates for the Project
presented in this Financial Plan assume that the Project is a steel wheel on steel rail technology operating
on a combination of at-grade and elevated portions of guideway using high floor vehicles and a barrier-
free fare collection system. While these assumptions could change as the project evolves, the cost
estimates that follow are based on these project characteristics.

In the financial plan, the Project is assumed to open in March 2019.. The City’s fiscal year (FY) ends in
June, thus the first full year of operation of the Project would be in FY 2020. The'Project is estimated to

cost $5,348 million in year- of—expenditure (YOE) dollars. The PleeCt is fmecasted to carry 97,000 daily
trips in its opening year and 116,000 trips in 2030,

PROJECT DEVEL.OPMENT PHASE

e The City is requesting entry of the Project into Preiimin:ary Engineering.
e The schedule presented in the August 2009 financial plan indicates:

~ Compietion of NEPA in late 2009

—~ FTA Record of Decision in 2009.

— Execute full funding grant agreement in early 2011.

— Begin full-length Revenue Operation in 2019.

LOCAL PROJECT SPONSOR

The City and County of Honolulu, referred to as the City in the rest of this document.

AGENCY DESCRIPTION

The City is the project sponsor, through its Department of Transportation Services (DTS).

Federal Transit Administration 3
FY 2011 New Starts Financial Assessment
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Honolult High Capacity Transit Corridor Project
Honolule, Hawaii

The City is a body politic and corporate, as provided in Section 1-101 of the Charter of the City and
County of Heonolulu 1973, as amended (RCH). The City’s governmental structure consists of the
Legislative Branch and the Executive Branch. The legislative power of the City is vested in and exercised
by an elected nine-member City Council whose terms are staggered and limited to no more than two
consecutive four-year terms. The executive power of the City is vested in and exercised by an elected
Mayor, whose term is limited to no more than two consecutive full four-year terms. The City is
authorized under Chapter 51 of the Hawai‘t Revised Statutes to *acquire, condemn, purchase, lease,
construct, extend, own, maintain, and operate mass transit systems, including, without being limited to,
motor buses, street railroads, fixed rail facilities such as monorails or subways, whether surface,
subsurface, or elevated, taxis, and other forms of transportation for hire for passengers and their personal
baggage.” This authority may be carried out either directly, jointly, or under contract with private parties.
The City is the designated recipient of FTA Urbanized Area Formula Funds apportioned to the Honolulu
and Kailua-Kaneohe urbanized areas.

The DTS is authorized under RCH Chapter 17 and consists of an appointed DTS Director who is the
administrative head of the department, a transportation commission, and necessary staff. The DTS
Director’s powers, duties, and functions include planning, operating, and maintaining transportation
systems, including transit. The DTS Director reports to the City Managing Director who is the principal
administrative aide to the Mayor. Section 2-12.1 of the Revised Ordinances of Honolulu, as amended
(ROH), assigns to the DTS Director the responsibility of planning, designing, operating, and maintaining
the automated fixed guideway rapid transit system and for planning, administering, and coordinating
those programs and projects that are proposed to be funded under the Federal Transit Act, as amended.

The DTS’ Rapid Transit Division will be responsible for planning, designing, implementing, and
operating the Project. The Public Transit Division of DTS is responsible for the City’s fixed route and
. paratransit services operated under contract by O‘ahu Transit Services, Inc. The City’s fixed route bus e
system is referred to as “TheBus.” TheBus serves the entire island of O‘ahu with 91 bus routes, and
carries more than 70 million unlinked passenger trips each year. O‘ahu.Transit Services operates the
City’s paratransit services, referred to as the “TheHandi-Van.” TheHandi-Van serves over 13,000
eligible customers, and carries 750,000 unlinked passenger trips per yea.

The local funding source for the Project is a one-half percent (0.5 percent) surcharge on the State of
Hawai‘i’s General Excise Tax and Use (GET), first autliorized in 2005, and adopted by the City in
Ordinance No. 05-027, which established a 0.5 percent GET surcharge. The GET surcharge commenced
on January 1, 2007, and will be levied through December 31, 2022, Business activities that are subject to
the 4% GE tax rate, such as retailing of goods and services, contracting, renting real property or tangible
personal property, and interest income, are also subject to the GET surcharge. This source of revenue is
to be exclusively used for operating and/or capital expenditures of a fixed guideway system. The
Hawai‘i State Department of Taxation collects the GET surcharge and remits it to the City, net of a 10
percent administrative charge.

PROJECT FINANCIAL SUMMARY

Total capital cost (§YOE) $ 5,347,681,000
(including $290,300,000 in financing charges)

Section 5309 New Staris Share $ 1,550,000,000 29.0%

Non-Section 5309 New Starts Share $3,797.681,000 71.0%
Annual project O&M costs (first full year of operation [FY 2020]) $ 85,908,000
Total systemwide antual O&M costs {current year) $ 189,513,000
Total systemwide annual O&M costs {first full year of New Starts Operation) $ 356,951,000
Federal Transit Administration 4
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Honolulu High Capacity Transit Corridor Project
Honoluly, Hawali

REGIONAL ECONOMIC CONDITIONS AND FORECASTS

Honolulu County, comprising the entire island of Oahu, has traditionally experienced steady population
and employment growth.

Honolulu County population increased at roughly 0.4 percent annually between 1990 and 2008,
according to recent Census Bureau estimates. The annual growth rate since 2000 mirrored this fonger-
term trend. A population forecast was not submitted with the financial plan. However, the Hawaii
Department of Business, Economic Development & Tourism (DBEDT) forecasts 0.55 percent annual
population growth for Honolulu County through 2030.

Employment likewise experienced steady growth until recently. Between 1999 and 2008, employment
(as reported by the Bureau of Labor Statistics) grew at 0.6 percent annually. Employment peaked in
March 2008, at about 442,000, but declined to about 436,000 as of July 2009, The current
unemployment rate — 6.1 percent ~ is one of the lowest metropolitan area unemployment rates in the
country. At peak employment in March 2008, the unemployment rate was just 2.6 percent.

The financial plan includes a forecast of the General Excise and Use Tax (referred to as the GET) that is
the primary source of capital funding for the Project. After a period of sustained growth, GET revenues
experienced year-over-year losses in four of the past five quarters. The GET forecast included in the
financial plan is more bullish than a recent forecast prepared by the Council on Revenues (COR), a group
that advises the Governor of Hawaii. The GET forecast is analyzed in some detail in the Capital
Financial Plan section of this report.

IMPLEMENTATION ISSUES

e Other Planned Capital Projects in the Region. No other pro;ects were identified as being
dependent on or linked to the Project.

° Legislation, Referenda, or Planning Approvals Needed. The City intends to request a letter of
no prejudice (LONP) from FTA so that it can commence construction of Phase 1 of the Project
prior to execution of the FEGA. The total cost of Phase 1 is $1,567 million, or apprommateiy 29
percent of total project cost. The City plans to award design-build contracts prior to the FFGA
for guideway, maintenance and service facilities, and systems & vehicles, as well as a design
contract for stations. :

e Innovative Financing Techniques Under Consideration. None are being considered for this
project.

Federal Transit Administration ( 5
FY 2011 New Starts Financial Assessment
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Honolulu High Capacity Transit Corridor Project
Honolult, Hawaii

FINANCIAL RATINGS

Assessment of Local Financial Commitment High

Proposed Non-Section 5309 New Starts Share of Project Capital Costs

$3,797,681,000 71.0 %

The proposed Non-Section 5309 share exceeds the threshold of 65 percent for a High rating.

ASSESSMENT OF CAPITAL FINANCE PLAN

Current Capital Condition of Agency Medium

The average age of the City’s bus fleet is 9.2 years (New Starts Finance Template, dated 8/19/09). The
average age of the demand-responsive fleet is 4.7 years (New Starts Finance Template, 8/16/09). The
bus fleet age was the oldest recorded in the time period researched with NTD data (2003-2008). The
demand-responsive fleet age was slightly higher than the average over that period (4.6 years).

The latest City general obligation bond issue (May 2009) was rated AA by Standard & Poor’s, Aa2 by
Moody’s, and AA by Fitch. No changes in the City’s ratings have been reported since.

The capital condition rating based solely on fleet age would be Medium-Low, while the capital condition
-rating based solely on bond ratings would be Medium-High: Because this iszmore than a one-step-
difference, the rating is an average of the two, or Medium.

Commitment of Capital Funds ' High

Table 1 presents the sources of capital funds for the projgcﬁ.' Ninety-five point three percent of the
funding sources are “‘committed.” This exceeds the threshold of fifty percent for a High rating for a
project in preliminary engineering. -

The non-New Starts funds consist of five sources, which in order of magnitude are: (i) GET surcharge
revenues, $2,442.4 million; (ii) general obligation bonds issued by the City that would be repaid from
GET surcharge revenues, $1,042.7 million; (iii) FTA Section 5307 Urbanized Area funds, $300.7
million; (iv) interest earned on cash balances, $7.9 million; and (v) American Reinvestment and
Recovery Act (ARRA) of 2009 funds, $4.0 million. The GET surcharge revenues (64.3 percent of non-
New Starts funds) are considered “committed”; these funds are under the direct control of the City and
County of Honolulu for the purposes of this Project. Since the GET surcharge revenues will be used to
pay Project-related debt service, and will be the sole basis for interest earnings, these latter two sources
are also considered “committed.” The FTA 5307 Urbanized Area funds are considered “committed”
through the end of the current six-year programming period, ending in the City’s fiscal year 2014,
During that period, the Section 5307 funds to be applied to the project total $127.5 million. The
remaining $173.2 million in Section 5307 funds are considered “planned.”

The GET surcharge revenues derive from a 0.5 percent surcharge on the 4 percent general excise tax
levied by the State of Hawaii. The surcharge applies only to taxable activities in Honolulu County. The
tax commenced in January 2007 and will sunset in December 2022. The revenues from the surcharge are
to be exclusively used for operating and/or capital expenditures of a fixed guideway system. The GET

Federal Transit Administration 6
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surcharge revenues cited in Table I include the carry-forward balance at the beginning of fiscal year (FY)
2009 ($153 million) and the revenues forecasted to be collected in fiscal yéars 2009-2019, less $62
million expended in FY 2009 prior to approval to enter preliminary engineering.

The bonds to be issued for the project are contemplated to be general obligation (G.0.) bonds issued by
the City. The amount of bonds shown in Table 1 ($1,042,740) is the outstanding principal when the
project is completed in 2019, The City plans to issue another $811,973,000 in bonds that would be
retired during the construction period. The borrowing plan also includes $300 million in short-term debt.
This debt is not shown as a source of funds because it will be retired or refunded before the end of the
construction period.

Debt service on the bonds would be paid from GET surcharge revenues. The bonds would be issued
every year beginning in fiscal year 2013 (ending June) and terminating in FY 2019. The bonds are to be
fully repaid in FY 2023. The GET surcharge terminates in December 2022. Due to a lag in collecting the
revenue, cash income from the GET surcharge is anticipated to continue to flow to the project through
the end of March 2023 (i.e., the third quarter of FY 2023).

The amount of G.O. debt to be issued is within the City’s “affordability guidelines” for self-supporting
G.O. bonds. These guidelines limit G.O. debt service to 20 percent of the City’s total operating budget.
In the final year of construction (FY 2019), G.O. debt service, including the bonds issued for the Project,
is forecasted to be 19.4 percent of the City operating budget.

In prior ratings for the Project, the City’s debt capacity was more constrained because a greater amount
of debt was planned. The September 2008 financial plan, for example, included $2,244 million in bond
proceeds, whereas the current financial plan (August 2009) includes $1,854 in bond proceeds. The
amount of long-term debt to be issued was reduced, compared to the prior plan, by including $300
million in shori-term debt (to which the above affordability guidelines do not apply) and by including
FTA Section 5307 funds in the Project financing plan. These changes, along with an increase in New
Starts funding, offset the effects of a lower revenue forecast and an iricrease in Project cost, thereby
reducing the need for long-term G.O. bonds, and thus reducing total' G.O. debt service to a point below
the affordability threshold. : '

Capital Cost Estimates, Planning Assumptions, and Financial Capacity Low

The capital cost estimates and schedule, Federal funding assumptions, financing costs, and financial
capacity analyses for the project are presented below.

Project cost and schedule

The Project Management Oversight Contractor (PMOC) — Jacobs Engineering — issued a spot report in
July 2009, presenting its assessment of the Project’s cost and schedule risk. The PMOC recommended
an increase of $116.8 million in the capital cost of the project, bringing the total capital cost (at that time)
to $5,288 million. The PMOC noted that the revised total includes $1.219 billion (YOE) total
contingency or 31.8% of the adjusted baseline cost estimate (BCE). The net cost increase was said by the
PMOC to be primarily the resuit of line item adjustments to the BCE for vehicle quantity and escalation
rates used to estimate year-of-expenditure costs.

The City incorporated this increase in its financial plan, but also found it necessary to increase the
Project’s financing costs by $39 million, bringing the total cost for the Project to the current $5,347
million.

Federal Transit Administration 7
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The PMOC also recommended a project completion date of no earlier than August 2019. This
recommendation has not been reflected in the financial plan, but would have an immaterial impact on this
financial assessment.

Federal funding assumptions

The capital finance plan assumes receipt of Section 5309 New Starts funds of $1,550 million, as follows:
$35 million in 2010; $80 million in 2011; $200 million in 2011; $250 million in both 2013 and 2014:
$200 million annually, 2015-2017; and $135 million in 2018. This level of annual funding is well above
that of New Starts projects in medium to large metropolitan areas, but has been accepted by FTA for
planning purposes.

The capital plan includes assumptions on two other sources of Federal funds — Section 5307 formula
funds and Section 5309 bus funds. The 5307 formula funds are forecasted at a reasonable rate,
approximately 2.9 percent annually. This is well below the 8.4 percent annual rate in funds apportioned
to Honolulu over the past four years. Section 5309 bus funds are assumed to be roughly 34 percent of
on-going bus capital expenditures, averaging about $13.7 million annually in 2009 dollars, an estimate
prepared by the reviewer using a 3 percent discount rate applied to the stream of YOE estimates. Over
the past five years, actual earmarks have been about half that amount, or about $6.8 million annually.
Thus, the section 5309 bus funding assumption is considered to be optimistic.

Financing costs

The project cost estimate includes $290.3 million in financing costs, which is approximately 5.4 percent
of total project cost. The financing costs include $18 million jn issuance cost, and $272 million in
interest costs, calculated for the period 2013-2019.  These financing costs are associated with $1,854
million in bonds, and $500 million in short-term financing, that will be used to finance the construction
cash flow, v

Interest cost on the bonds is estimated at different rates, depending on the term of the bond. The bonds
are to be issued every year between 2013 and 2019. The average term of the bonds is eight years; the
term is relatively short because the bonds must be repaid-by the time the GET surcharge revenues
terminate in FY 2023. The weighted average interest rate is'3.96 percent. This is slightly higher than the
current yield on an AA-rated general obligation bond (about 3 percent); however, current yields are at a
low and the City is prudent to plan on a higher rate. The issuance cost for the bonds is assumed to be 1
percent, which is a reasonable rule of thumb.

The $500 million in short-term financing is assumed to be in the form of tax-exempt commercial paper
(TECP). TECP issued for the Project would be $214 million in 2013, growing to $500 million the
following year, and would then be rolled over annually until 2017. The City currently has a $250 million
TECP program; the financial plan assumes that this program can be extended to support the additional
short-term debt needed for the Project. The interest rate for this debt is assumed to be 1.66 percent,
which is about 120 basis points (1.2 percent) above the current market yield for one-year, AA-rated notes
(0.44 percent). As with the bond interest rate noted above, this is a historically low rate and the City is
prudent to plan on a higher rate. One-year rates averaged 2.46 percent over the past five years, which
suggests that the City’s assumption, while reasonable relative to the current market, is not conservative
relative to recent history. The issuance cost for TECP is assumed to be 0.25 percent of the TECP
proceeds.

The financing costs for the Project appear to be understated by about $24.7 million, or 8.5 percent.
Although the above rates are reasonable, the calculations for short-term interest cost and for issuance
costs are understated — short-term interest costs were calculated to be about 0.91 percent of outstanding
principal, rather than 1.66 percent; and issuance costs are apparently calculated only on the bonds. Also,

Federa! Transit Administration 8
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if the TECP issuance cost was included, it should be calculated on the annual issues, not just the total
outstanding principal, since the debt will be rolled over (i.e. resold) annually.

It should be noted that the financial plan excludes debt service costs associated with fleet replacement
and acquisition, and bus facility projects. The plan anticipates $571 million in City capital funding for
these projects, which is assumed to be in the form of general obligation bonds. There is not enough
information in the financial plan to estimate the amount of debt service that would be associated with
these bonds.

Agency-wide capital cash flow

The analysis of the agency-wide capital cash flow focused on the forecast of GET surcharge revenues,
the proposed debt structure, fleet replacement costs, and year-end cash balances.

GET SURCHARGE REVENUES

GET surcharge revenues are the linchpin of the capital financial plan. These revenues are the dominant
source of local capital funds, and serve as the security for bonds and TECP issued to support
construction. Although the GET surcharge raises a significant amount of revenue, there is downside risk
to the forecast. Given that GET surcharge revenues are highly leveraged in the financial plan, any
shortfall in revenue would have material consequences on the City’s ability to finance the local share of
project cost, unless other sources of capital funds are identified.

The collection of GET surcharge revenues commenced in J anuary 2007. GET surcharge revenue has
consistently been less than forecasted. Through the end of FY 2009 (June), cumulative actual revenues
were $337 million. In the November 2007 financial plan, GET surcharge revenues were to have totaled
$411 million (“Forecast B”) by the close of FY 2009, and in the September 2008 financial plan they were
to have totaled $363 million. '

The annual forecasted growth rate for the GET surcharge revenues in Eonoluly County in the current
financial plan — 5.4 percent — approximates the historical GET revenue growth in Honolulu County over
the last ten fiscal years (5.3 percent, 1999-2009). This period was characterized by rapid economic
growth — GET revenues experienced double-digit growth between 2003 and 2007. Since then, growth
has cooled, experiencing year-over-year losses in four of-the past five quarters. The financial plan
forecast is higher than a recent forecast prepared by the Council on Revenues (COR), a group that
advises the Governor of Hawaii. The COR forecasts 3.4 percent annual growth through 2015. Although
the COR forecast is for the entire State of Hawaii, the historical GET growth rates for the state and for
Honolulu County are highly correlated (i.e., Pearson’s correlation coefficient exceeding 0.99). The COR
forecast approximates the longer-term growth rate in GET revenues, which averaged 3.6 percent annually
between 1991 and 2009.

If the forecast were restated to reflect the COR’s forecasted rate of growth for GET revenues, the revenue
shortfall would be about $80 million through 2015. If the financial plan’s forecasted growth rates were
applied from that point forward, the shortfall would total about $322 million through 2023,

DEBT STRUCTURE

The proposed debt structure fits within the City’s affordability guidelines, but has no additional capacity
to address cost increases or revenue shortfalls.

The financial plan assumes that all debt issued for the project, other than the TECP described above, will
be general obligation (G.0.) debt, thereby obviating the need to maintain a minimum debt service
coverage ratio or to fund a debt service reserve. The financial plan also assumes that debt issued in a
given year would have no current-year interest payment, which is reasonable only if the bond proceeds

Federal Transit Administration 9
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ate needed late in the fiscal year. Coliectively, these features maximize the amount of debt that could be
supported by GET surcharge revenues.

The City’s affordability guidelines restrict G.O. debt service to 20 percent of the City’s operating budget,
for all “direct” and “self-supporting” bonds. The City has confirmed that the debt issued for the Project
will be considered “self-supporting” bonds, since the debt service will be paid with GET surcharge
revepue. The City provided a forecast of the operating budget through 2023 (the final maturity of
Project-related debt), and a forecast of G.O. debt service, including that associated with debt issued for
the Project. The forecast of the City operating budget and other G.0. debt appeared reasonable, but was
not vetted in detail. At its maximum point, total G.O. and self-supporting debt service would equal 19.6
percent of the forecasted City operating budget at 2018. This translates to $12 million in additional
capacity for debt service. This capacity could be interpreted as about $300 million in additional principal
that could be financed at the financial plan’s assumed interest rate (about 4 percent), or could be viewed
as a contingency that would cover a 0.1 percent increase in the weighted average interest rate for all G.O.
and self-supporting debi.

The GET surcharge revenues that will be applied to Project-related debt service provide very slim
coverage. The debt service coverage ratio is 1.0 — the absolute minimum — in fiscal years 2019 through
2021. Although there is no coverage requirement per se associated with G.O. debt, the slim margin in
debt capacity coupled with the slim coverage ratio effectively means there is no additional financial
capacity to address funding shortfalls or cost increases.

FLEET REPLACEMENT COSTS

Fleet replacement costs are adequately funded in the financial plan, but rely on much higher Section 5309
bus funding than was the case in prior financial plans. The Bus Fleet Plan indicates that the average fleet
age will decline (improve) to 6.8 years in the horizon year of the forecast (FY 2030) from 9.3 years in FY
2009. A fleet plan for the demand-responsive fleet was not available. However, the replacement
requirements of the current fleet are comfortably covered in the fleet cost estimates.

YEAR-END CASH BALANCES

The year-end cash balance at FY 2023, the last year of d;bé service and the last year that GET excise
revenues are allocated to the project, is $29 million. During the heaviest years of construction (2012-
2019), the ending cash balance is zero. The cash flow is at the margin of feasibility.

Capital financial capacity

The capital financial capacity threshold for a Medium rating for a project in preliminary engineering is 25
percent of estimated project cost, or $1.34 billion. The threshold for a Medium-Low rating is 10 percent
of estimated project cost, or $535 million. One may consider three sources of funds to provide this
capacity: GET surcharge revenues, forecasted year-end cash balances, and additional financial support
from the City or other beneficiaries of the Project.

GET surcharge revenues are unlikely to provide any further capacity beyond what is already assumed in
the financial plan — the revenue forecast appears to be overstated based in comparison to long-term trends
and in comparison to the COR forecast; there is no net capacity in the baseline forecast after debt service
requirements are met; and there is scant debt capacity remaining within the City’s affordability
guidelines.

Year-end cash balances show that relatively little remains after meeting the project’s currently-estimated
costs ~ just $29 million after the bonds are paid off in 2023,

Federal Transit Administration 10
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The financial capacity of the City to provide additional support to the project is a complicated question
that cannot be reasonably answered in the scope of this review. However, given the relative optimism of
other assumptions affecting the amount of City funds that would be needed to supportt the Project and the
other elements of the transit system (e.g., GET surcharge revenue forecast, section 5309 bus funds,
funding of operating subsidy requirements), it seems reasonable to conclude, until and if supporting
information is presented, that the City lacks the capacity to provide the additional funds necessary to
support a Medium or Medium-Low rating, . . . :

The financial plan references several other options that could conceivably be tapped to provide additional
funds or to reduce Project cost — reducing the amount of GET surcharge revenues that are retained by the
State (currently 10 percent); accessing Federal airport funding programs to support eligible Project costs;
implementing various value capture mechanisms (e.g., assessment districts, tax increment financing); and
acquiring military funding. However, none of these concepts have been developed to the point that
would allow their reasonableness to be established.

Rating

The capital cost estimates/planning assumptions subfactor is rated Low. The major factors contributing
to this rating are: (i) material downside risks to the GET surcharge revenue forecast, and consequently the
inability to cover all debt service cost; (i) no net debt capacity; and (i) lack of information to
substantiate the City’s capacity to absorb a material amount {up to $535 million} of cost risk. In addition
to these concerns, bus capital funding — clearly needed as evidenced by the relatively old age of the bus
fleet — depends on a much higher level of Federal funding than has previously been the case.

Summary Capital Plan Rating : Medium

The summary capital plan rating is Medium, reflecting: (i) a capital condition score of Medium, weighted
at 25 percent; (ii) a capital funding commitment score of High, rated at'25 percent; and (iii) a capital
cost/planning assumptions/capacity score of Low, weighted at 50 percent. The weighted score is 2.5,
which is rounded to a score of 3.0, or Medium. B

Federal Transit Administration 11
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Table 1
Proposed Sources of Capital Funds ($00C Year of Expenditure)

Planning and PE
Level of Matuzity of Funds Expended
Amount (&) % of Total C.ouumiment* © Bources** tu Dnt

Federl Section 5300 $1 550 00¢ 29.0% NI NiA
Ciher Federal:
FTA Sec, 5307 (TIP period)  $127,508 2.4% C E
FTA Sec. 5307 {after 2014} $173,210 3.3% P E
Other

tal Othel F edenl $SDD_ ?18_ 5. 6% 7

A e O e

Honolidu G O. Bonds 31,042,735 19.5% C N
GET Surcharge Revenues $2,442.350 45 7% C E
ARRA Funds 34,000 0.1% P "N
Interest earnings $7878 0.1% C N

$ubtch1 L

ﬁ:& 4‘}’0

$5,347,681 100.0%

* Comnitment Codes S *=* Maturity Codes
Commutted ¢ o |Esisting E
Budgeted B a New N
Planned P Mot Specified NS
Uncertamn U
Not Specified N3

Level of Comunitinent of Capital Funds

Amounnt {§) %
Comtted 33,620,471 95.3%
Budgeted $o 0.0%
Planned 177,210 4. %%
Uncertain $0 0.0%
Mot Specified £0 0.0%
Tokal $3,797,681 100.0%

Muaturity of Copital Funding Sources

Amount (5) U
Existing $2,743,068 T2.3%
New $1,054,613 27.8%
Not Specified 0 0.0%%
Total $3,797,681 100.0%

Federal Transit Administration 12

FY 2011 New Starts Financial Assessment

ARO00056052



Honolulu High Capacity Transit Carridor Project
Honolulu, Hawaii

ASSESSMENT OF OPERATING FINANCE PLAN

Current Operating Condition of Agency Medium

Financial reporting for the operation of transit services by the City of Honolulu is provided in the City’s
Public Transportation System Fund. At the close of FY 2008 (June), that fund had current assets of
$26.5 million and current liabilities of $20.1 million, yielding a current ratio of 1.32, indicating sound
financial condition. The Public Transportation System Fund held cash and investments of $11.2 million,
which is about 6.3 percent of annual operating cost.

Two other funds which support public transit operations via interfold transfers ~ the General Fund and
the Highway Fund — are governmental funds, for which the annual financial reports do not distinguish
between current and long-term assets and Habilities. However, total assets in both funds substantially
exceed total liabilities, and the funds collectively reported an unreserved fund balance of $126.5 million.

According to operating data reported through the National Transit Database (NTD), service levels (i.e.,
vehicle revenue miles) were fairly steady between 2002 and 2008 for both bus and demand-response
services. Fares were increased in 2001 and 2003, pursuant to a City Council resolution that mandates a
fare recovery ratio of between 27 percent and 33 percent. There have been no subsequent fare increases,
although a fare increase is planned in FY 2010. The fare recovery ratio reported through NTD in 2008
for the bus system was 27 percent. The observed price elasticity for the 2003 fare increase, estimated
from NTD data, was -0.06, indicating a fairly low degree of price sensitivity. This estimate adjusts for
the lower level of service operated in 2004, reflecting a one-month strike by transit workers.

The operating condition rating is Medium. This is based on the current operating ratio of 1.32 and the

absence of service cutbacks in recent years, both of which qualify the Medium rating. R

Commitment of Operating and Maintenance Funding High
Transit operating funds for the opening year of the project (FY 201 9) are presented in Table 2.

The operating funds total approximately $357 million. These funds consist of: (i) Federal formula funds,
$23.3 million (7 percent); (if) operating revenues, composed almost entirely of passeinger revenues, $108
million (30 percent); and (iii) operating subsidies from the City’s General Fund and Highway Fund, $225
million (63 percent).

All these funds are considered to be “committed”, since they are under the direct control of the City.
Thus, this subfactor is rated High.

However, as noted below in the operating financial capacity section, the forecasted subsidies would
require the City to transfer to the Public Transportation System Fund a hi gher share of the General Fund
and Highway Fund than has historically been the case.

Operating and Maintenance Cost Estimates, Planning Assumptions, and Financial
Capacity Medium-Low

The evaluation of this subfactor focused on the project’s O&M costs, system-wide operating trends, and
operating financial capacity.

Federal Transit Administration 13
FY 2011 New Starts Financial Assessment

ARO00056053



Honolulu High Capacity Transit Carvidor Project
Honoluly, Haowali :

Project O&M costs

The Project is projected to cost $85.9 million in its first full year of operation (2020). Approximately 6.8
million annual vehicle revenue miles will be operated, yielding a unit cost in 2020 of $12.56 per vehicle
revenue mile. The rail operating cost estimate was reviewed by an FTA consultant in June 2009. The
cost estimate was developed from an operating analysis of the Washington, DC, Metrorail system, from
which a series of adjustments were made to make the model representative of conditions in Honolulu.
The Metrorail system was not a first choice, nor the only choice, to use as a base for the operating cost
model. In fact, the Honolulu rail line was said in the report to be analogous to rapid transit operations in
Vancouver, BC and Kennedy International Airport (Air Train). The report noted the difficulty in using
the Metrorail data to approximate the Honolulu operation, and questioned some of the cost adjustments.

A comparison of the unit cost ($12.56, 20208) to the unit cost of heavy rail and high-speed light rail
operators indicates that the financial plan assumptions are optimistic. The 2020 unit cost was discounted
to 2007 dollars, at a 2.5 percent annual discount rate, yielding a unit cost of $9.11. This was compared to
2007 actual results for a collection of heavy rail systems — WMATA Metrorail ($10.39); Los Angeles
MTA (§14.59); Baltimore ($10.68); and Miami ($9.65). The average of these systems was $11.33.
BART was considered but excluded due to its very high operating speed (34.9 mph). The Honolulu unit
cost estimate was also compared to two high-speed light rail operations — Dallas ($15.28) and Los
Angeles MTA (816.63). The estimated unit cost for Honolulu ($9.11) is lower than any of these systems.
It is 20 percent lower than the heavy rail average, and is 43 percent lower than the light rail average.
Although more information is needed about the planned operation, these resuls suggest that the rail
operating cost estimate has much more upside risk than downside risk. Also worth noting is the
relatively low rate of growth in rail unit costs — between 2019 and 2030, rail unit cost is forecast to grow
at 1.5 percent annually, a full point below inflation.

The Project will have a significant operating impact. Its net cost at 2020 ($85.9 million) is about 32
percent of the cost of bus and Handi-Van services. The Project will add 6.8 million revenue vehicle
miles, a 26 percent increase relative to bus and Handi-Van services.

Operating trends

The review of operating trends focused on inflation assumptions, unit costs, the firebox recovery ratio,
and operating subsidies.

The forecasted rate of inflation is 2.5 percent annually beginning in 2012 and continuing through the
horizon year of the forecast (2030). The inflation rate for the period 2010-2012 was not cited. The
Honolulu CPI-U, as reported by the Bureau of Labor Statistics, averaged 3.1 percent between 1999 and
2008. In the first half of calendar year 2009, Honolulu inflation fell to just 0.8 percent (nationally, there
was a 0.5 percent decline). The long-term inflation assumption may be slightly optimistic.

The financial plan assumes a steady increase in bus and demand-response services throughout the
forecast. Bus vehicle revenue miles are assumed to grow from about 19.4 million miles currently to 21.6
million miles at 2030, or a growth rate of about 0.5 percent annually. In contrast, bus service levels were
nearly constant between 2003 and 2008.

The operating costs of bus and demand-response services were based on a cost build-up model, calibrated
to current operations. The disaggregate unit costs were escalated at the assumed rates of growth in the
CPL The average unit costs that result from this procedure show a lower compound annual growth rate
than near-term history indicates. Bus operating cost per vehicle revenue mile is forecasted to grow at 2.8
percent between 2009 and 2030, whereas the actual rate of growth between 2004 and 2008 was 4.1
percent. Demand-response cost per vehicle revenue mile is forecasted to grow at 2.4 petcent between
2009 and 2030, whereas the actual rate of growth between 2004 and 2008 was 10.7 percent. Thus, the
operating cost forecast for both bus and demand-response service is considered to be optimistic.

Federal Transit Administration 14
FY 2011 New Starts Financial Assessment

ARO00056054



Honolulu High Capacity Transit Corridor Project
Honolulu, Hawatl

The financial plan assumes that fares will increase in 2010 (per the budget), 2015 (following the opening
of Phase 1), and 2023 (following the opening of Phase 2). Although the fare is planned to increase in
steps, the changes in fares approximate inflationary growth throughout the forecast period, and are
consistent with the demand modeling assumption. The resulting fare recovery ratio averages 34 percent
(2010-2030), which is higher than the five-year historical average (26 percent). This is due to two
factors: (i) the introduction of rail system, which is forecasted to have an average 52.9 percent fare
recovery ratio; and (ii) relatively low unit cost growth for bus and Handi-Van services.

Operating subsidies are forecast to grow at 4.3 percent, on average, for the forecast period, with near-
term rates being higher (5.6 percent, 2009-2018) and the out-years being lower (1.7 percent, 2019-2030).
This is a lower rate of growth than experienced over the past five years (8.5 percent), and is also less than
the longer-term trend (6.3 percent annually, 1998 to 2008).

Although the forecasted rates of growth in operating subsidies are below historical growth rates, the
forecast requires increasing levels of transit subsidy relative to the funds from which the subsidies are
transferred — the General Fund and the Highway Fund. Between 2000 and 2010, transit operating
subsidies were, on average, 10 percent of combined General Fund-Highway Fund revenues. Between
2010 and 2030, operating subsidies are forecast to average 14 percent of General Fund-Highway Fund
revenues, reaching a maximum of 17 percent when the full line opens in 2019. Although there was one
year when the historical percentage approached the forecasted average (e.g., 14.8 percent in 2001, when
the resolution was passed to keep the firebox recovery ratio between 27 percent and 33 percent), it was an
anomaly. An increase from 10 percent to 14 percent of General Fund-Highway Fund revenues is
significant. If the forecasted rate (14 percent) were put into effect today, it would leave about $44
million less revenue for General Fund and Highway Fund programs.

Operating Financial Capacity

The operating cash flow assumes a balanced budget, with no accrual of an operating surplus or reserve.
Thus, the 2008 year-end cash and investments held in the Public Transportation System Fund ($11.2
million) could be assumed to be constant. These funds represent 6.3 pefcent of operating costs in 2008,
and would represent 3.2 percent of operating costs in 2019 when the Project fully opens. In 2030, these
funds would represent 2.3 percent of operating cost. .

Rating

The cost estimates/planning assumptions/financial capacity subfactor is rated Medium-Low. Several
observations support this rating. First, it is questionable whether the City can afford the growth in
subsidies presented in this financial plan, which require a higher portion of the General Fund and
Highway Fund revenues than has historically been the case. Second, the subsidies could be yet higher
due to optimistic assumptions regarding operating cost growth for all services. Third, the projected cash
balances of the Public Transportation System Fund, inferred from current cash plus investments and the
forecasted balanced budget, fall below the 1.5 month standard (12 percent of operating costs) that would
be needed to support a higher rating. Finally, there is some prospect that the Project’s O&M costs could
be understated, based on a comparison to heavy rail and light rail operations in the U.S.,

Summary Operating Plan Rating Medium

The operating plan is rated Medium, based on: (i) a Medium rating for operating condition, weighted at
25 percent; (ii) a High rating for operating funding commitment, weighted at 25 percent; and (iii) a
Medium-Low rating for operating cost estimates/planning assumptions/capacity, weighted at 50 percent.
The weighted score is 3.0, or Medium.
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Honolulu High Capacity Transit Corridor Project
Honolidu, Hawaii

Table 2
Proposed Sources of Annual Operating Funds ($000)

Level of Maturity of

_ Amount ($) % of Total _ Commitment* Sources™*
Federal; e T .

5307 Formula $23,347 6.5% C E

CMAQ

Other
Subl;otglmmngel'al $23,347 _ 6.§%
State:
Operating Revenues $108.425 30.4% C B
City/County of Honolulu $225,178 63.1% C B
Subtotal Local $333,603 93.5%
Y R e R ey ARG R e e e e s N R e R e e e RIRE
Other:

: e 00
$356,951 100.0%

*+ Maturity Codes

Existing E
New N
Not Specified NS

*Level of Comm. Codes

Committed c. -

Budgeted B

Pilanned P

Uncertain u

Not Specified NS
Commitment Status

Amount ($) %
Committed $356,951 100.0%
Budgeted $0 0.0%
Planned 50 0.0%
Uncertain 30 0.0%
Not Specified %0 0.0%
Total $356.951 100.0%
Maturity of Commitment of Capital Funds
Amount {$) %

Existing $356,951 100.0%
New $0 0.0%
Not Specified $0 0.0%
Total $356,951 100.0 %
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Honolulu High Capacity Transit Corridor Project
Honolulu, Hawaii

CONCLUSIONS

o The Honolulu metropolitan area has experienced an economic downturn after several years of robust
growth, but appears to have been less effected by the national recession than other metropolitan
areas.

e The Honolulu High Capacity Transit Corridor Project will introduce significant capital and operating
funding requirements.

o The City’s intention to obtain a Letter of No Prejudice (LONP) so that Phase 1 construction can
commence prior to the FFGA is unusual, and is conspicuous in scope.

e The GET surcharge revenue forecast has downside risks that could reasonably resuit in revenues that
are inadequate to support debt service payments for the project. The forecast is higher than a recent
forecast prepared by the Council on Revenues, and exceeds the long-term growth rate of the GET tax
base in Honolulu County.

e The debt financing assumptions for the project maximize the leverage that could be gained from the
GET surcharge revenue stream, leaving little if any upside to debt capacity. The Project-related debt
will also push the City to its limit of affordability for general obligation debt.

e The operating plan has some optimistic features — operating cost estimates are understated relative to
near-term trends (for City operations) and peers (for rail operations); the increase in operating
subsidies would require a proportionately greater share of funds to be transferred from the City’s
General Fund and Highway Fund than has been the case.

RECOMMENDATIONS FOR IMPROVEMENT OF RATING R

e The City should provide an independent forecast of GET surcharge revenues from a source that is
familiar with the Hawaii economy. o

e The City should substantiate its capacity to: (i) provide baf_:k—tip funds for the Project should there be
a cost increase or funding shortfall; and (ii) transfer a greater degree of revenue to the transit program
without impacting other necessary City services.

e The operating cost estimate for the Project should be refined and better substantiated.

e The financing of bus and Handi-Van fleet replacements should be less reliant on FTA Section 5309
bus funds.

o The operating plan should be amended to reflect higher rates of unit cost growth for all services.

Federal Transit Administration 17
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From: Ryan, James (FTA) .

Sent: Friday, August 07, 2009 3:39 PM
To: B-L

Subiject: Honolulu

FTA (finally) came to conclusions today on acceptable parameters for the financial plan. Happily, the conclusions
on the New Starts amount and maximum annual appropriation are that the City's assumptions in the May 2009
plan are OK on New Starts funding ($1.55B total and a maximum of $250M/year). Unhappily, the conclusion

on the capital cost estimate is that the plan needs to reflect the PMOC's recommendation that it be $116M higher
than the City's estimate.

So, the City and PB are now hard at work updating the May plan. We have agreed that they do not have to (but
may want to) move the plan's timeframe to August rather than May. They have said that they don't want to shift
the timeframe because that would require a large set of trivial adjustments to the numbers. So, we expect that
the update will be restricted to the $116M additional cost and whatever funding sources they propose to cover
that increase.

Because they are desperate to get into PE, and because the financial review is the last thing on the list of things
FTA needs to make a PE decision, and because FTA took so long to decide on the acceptability of the May (!)
assumptions, all eyes now turn to you, &% to get us to a decision "quickly." | am appropriately embarrased for
FTA. ButI've also promised all parties that I'd ask you to get going on the review and complete it as quickly as is
consistent with a careful review.

And | am further embarrased to ask if you have an estimate of when you might get underway and get done.

| just got a message from & -L indicating that they are hoping to have the updated cash-flow tables by
the end of today and asking that | pass them on to you in advance of the revised text with updated tables and
figures {that they hope to complete by Tuesday or Wednesday}. |s there any point in thqt?

Well, | have now joined the roster of clients who pass their problems on to thelr contractors. | used to hate that
when | was a consultant and am sure you do too. | apologize.

Thanks for your help. Happy Friday afternoon (17?1).

Jim Ryan

file://CANZIp\090807 1538 Honolulu.htm 11/24/2009
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LINDA LINGLE PAUL H. BREWBAKER
GOVERNOR CHAIR
JAMES R. AIONA, JR. JACK P. SUYDERHOUD
LT. GOVERNOR VICE-CHAIR
MEMBERS:
Carl S. Bonham
Dean K. Hirata

Pearl Imada |boshi
Richard F. Kahle, Jr.

COUNCIL ON REVENUES Albert Yamada

STATE OF HAWAI
£.0. BOX 259
HONOLULY, HAWAII 96809-0258

June 1, 2009

The Honorable Linda Lingle
Governor, State of Hawaii
Executive Chambers

State Capitol, Fifth Floor
Honolulu, HEf 96813

Dear Governor Lingle:

At its meeting on May 28, 2009, the Council on Revenues reduced, from —5.0% to -9.0%, the
forecast growth rate of General Fund tax revenues for fiscal year (FY) 2009 and reduced, from
0.5% 10 0.0%, the forecast growth rate for FY 2010. Forecast growth rates for FY 2011 through
FY 2013 have been adjusted to reflect the anticipation of moderate recovery of the Hawaii’s
economy, consistent with earlier expectations. :

Revised forecasts of State General Fund tax revenues for FY 2009 through FY 2015 are listed in
the table below:

: % Growth From
Fiscal Year Thousands of Dollars Previous Year

2009 $4,224,104 -9.0%
2010 $4,224,104 0.0%
2011 $4,460,654 5.6%
2012 $4,692,608 5.2%
2013 $4,974,164 6.0%
2014 $5,277,588 6.1%
2015 $5,536,190 4.9%

Line-item detail of State General Fund tax revenues by revenue category for FY 2009 through
FY 2015 are presented in the attached table, These detailed forecasts are based on the Council’s
forecast for total State General Fund tax revenues and the econometric model currently used by
the Tax Research and Planning Office.
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Recent trends in tax revenue collections extended a pattern, since early-FY 2009, of decreases at
rates faster than forecast. Recent double-digit decreases in tax collections through April 2009
appeared to be continuing through May 2009, based on preliminary reports from the Department
of Taxation. These large year-over-year decreases coming during the final months of the fiscal
year meant that the path of revenue growth had tilted downward at a faster and faster rate as
Hawaii approached fiscal year-end. In addition to this trend, the Council considered recent
widespread incidence of the HINI-A flu virus on tourism performance, particularly with respect
to travel from Japan. Previous episodes of biological event risk (SARS in 2003) and geopolitical
event risk (9/11 in 2001) have had disproportionately large adverse impacts on foreign travel to
Hawaii. Spending by tourists decreased by a much larger proportion than visitor arrivals
decreased during the twelve months, in spite of stabilization in domestic travel volumes since
last fall (on a seasonally-adjusted basis). As a result, the recent flu epidemic is anticipated to
have aggravated already disappointing tourism performance in the final quarter of the fiscal year.
Lower forecasts of construction activity also weighed on prospects for revenue growth in the
fiscal year’s final months. Contracting receipts are expected to follow downward, at double-digit
annual rates of decrease, declining values of private authorizations by building permit and
declining construction employment.

The Council acknowledged interim estimates of revenues accruing to the State of Hawaii other
than General Fund tax revenues, non-tax revenues reported by the Department of Budget and
Finance as arising from passage in February of the American Recovery and Reinvestment Act of
2009 (ARRA). (Their numerical estimate concludes this correspondence.) These extraordinary
economic stimulus funds potentially amount to hundreds of millions of additional economic
activity during the next eighteen months or more. At a time -of higher than normal
unemployment of labor and other resources as a result of the récession, revenue increase
associated with ARRA might be expected to have larger multiplier impacts on local economic
activity, including tax revenue increases, than might be customary at full employment.
However, no tax revenue estimates in conjunction with these economic impacts has been made
by the Council, as considerable uncertainty continues:to attach to the magnitudes of stimulus
funds, the nature of their deployment, and the timetable for their deployment.

The Council still believes that the downturn in Hawaii’s economy may be nearing a bottom, to
be followed—but only gradually beginning in the second half of FY 2010—by an economic
recovery over several years. At the same time, the Council remains concerned about
unpredictable factors that could reduce State revenues by more than already forecast. During the
current fiscal year (FY 2009) the Council’s forecasting track record has been derailed by global
recession, one of increasing severity scarcely evident at the conclusion of FY 2008 last June.
Beginning in mid-September 2008 a precipitous downdraft in stock prices ensued after the
collapse of Lehman Brothers, federal conservatorship for the mortgage-lending agencies Fannie
Mae and Freddie Mac, and sudden reversal of a debilitating price spike in petroleum and other
commodities that concluded last summer. These events followed several prior years of steady
erosion of home prices around the country, a wealth contraction associated with a spreading
contagion of financial systemic risk. Simultaneously, during the first quarter of Hawaii’s FY
2009 (third calendar quarter 2008), the global asset price implosion was accompanied by sharp
decreases (at seasonally-adjusted annual rates) in quarterly growth of U.S. personal consumption
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expenditure. The consumption contraction on the real side of the economy was followed by
decreases in intemational trade volumes, nonresidential investment and, ultimately, gross
domestic product (GDP). U.S. real GDP declined at more than 6 percent annualized quarterly
rates from September 2008 through March 2009. This all happened after the State of Hawaii's
fiscal year began in July 2008. Moreover, since last July 2008 these events have simultaneously
unfolded worldwide with remarkably similar intensity. No historical precedent for such broad
economic deterioration, in valnations across all asset classes from stocks to commodities and
with global macroeconomic scope, exists in the modern record.

Consistently during its scheduled and two specially-convened revenue forecasting meetings in
this same period since July 2008, the Council’s forecasts of ever larger decreases in State
General Fund tax revenues for the current fiscal year were outstripped—literally quarter by
quarter—by even larger actual rates of decrease that mirrored the global economic unraveling.
From meeting to meeting the Council has factored into its evolving expectations the information
content of its own, widening forecast errors, and the Council has again done so in this current
revenue forecast. Thus, while Hawair’s prospects for economic stabilization in FY 2010 and
recovery thereafter are improving amidst slowly unfolding evidence of stabilization nationwide,
the Council continues to believe that risks remain to the downside. Many Council members are
encouraged by signs of stabilization in national financial markets and in macroeconomic activity,
as well as some evidence of similar stability in the local economy. An impressive and
unprecedented array of fiscal and monetary policy interventions at the national level now provide
countercyclical support for the financial system and for the real economy. These policy
measures would appear equal to the task. A long slow economic recovery for the U.S. and
Hawaii would be consistent with the Council’s forecast that in the coming fiscal year 2010 no
meaningful variation is plausible from the levels to which State Genéral Fund tax revenues will
settle in FY 2009, final amounts which will be known in a manner of weeks. It will be important
at fiscal year-end to again calibrate the Council’s most recent forecast to the serial pattern of
forecast error that has accompanied this fiscal year's events and to align, to that new benchmark,
revenue expectations for the coming fiscal year. A diminution of forecast error from a recent
range of —2 percentage points at the time of this fiscal year-end reckoning would be a welcome
indication that economic uncertainties may be receding.

In producing its forecasts, the Council adopted specific adjustments recommended by the Hawaii
Department of Taxation reflecting impacts on General Fund tax revenues of recent tax law
changes enacted in 2008 and in 2009, including:

e  Act209, Session Laws of Hawaii (SLLH) 2007—exempts from the general excise tax
sales of alcohol fuel; a decrease of approximately $40 million for FY 2009.

e Act2il, SLH2007—provides a refundable food/excise tax credit; a decrease of
approximately $24 million per year starting in FY 2009.

e Act 58, SLH 2008—provides a one-time, refundable, constitutionally mandated income
tax credit; a decrease of approximately $1 million for FY 2009.
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Act 89, SLH 2008—applies the 0.5% general excise tax rate to certain warranty work
performed on behalf of manufacturers; a decrease of approximately $1.5 million for
FY 2009 and annually thereafter.

Act 143, SLH 2008-—amends provisions relating to agricultural businesses qualifying for
enterprise zone benefits; a decrease of approximately $100,000 for FY 2009, $200,000
for FYs 2010-2011, $300,000 for FY 2012, and 500,000 for FY 2012 and annually
thereafter.

Act 156, SLH 2008—allows state and county governments to hire retired state or county
government employees; an increase of approximately $1.5 million for FYs 2009--2013.

Act 233, SLH 2008—provides an important agricultural land qualified agricultural cost
income tax credit; a decrease of approximately $7.5 million annually for FYs 2010-2014,

Act 40, SLH 2009—reduces the interest rate applied to overpayments of tax; an increase
of approximately $2.7 million for FY 2010 and annually thereafter.

Act 56, SLH 2009—increases the cigarette tax by one cent on July 1, 2009, July 1, 2010,
and July 1, 2011; an increase of approximately $22.5 million for FY 2010, $24.2 million
annually for FY 2011 and FY 2012, and $21.6 mllhon for FY 2013 and annually
thereafter.

Act 58, SLH 2009—increases the tobacco tax on tobacco products other than cigarettes
and taxes “little cigars” as cigarettes; an increase of approxrmateiy $1.8 million for
FY 2011 and annually thereafter.

Act 59, SLH 2009—increases the conveyance tax and reduces the conveyance tax
allocations to the Rental Housing Trust Fund and the Natural Area Reserve Fund; an
increase of approximately $5.1 million annually for FY 2010 through FY 2012, and $2.8
million for FY 2013 and annually thereafter.

Act 60, SLH 2009—temporarily increases the income tax rate on high income individuals
and increases the standard deduction and personal exemption amounts; an increase of
approximately $32.3 million annually for FY 2010 through FY 2011, and $20.8 million
annually for FY 2012 through FY 2016.

Act 61, SLH 2009—provides an additional 1% transient accommodations tax from
July 1, 2009 through June 30, 2010, and an additional 2% transient accommodations tax
from July 1, 2010 through June 30, 2015; an increase of approximately $26.6 million for
FY 2010, $61.0 million for FY 2011, $64.0 million for FY 2012, $67.3 million for
FY 2013, $70.8 million for FY 2014, and $74.4 million for FY 2015.
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As is customary, the Council did not contemplate revenue impacts of legislation that has not yet
been enacted.

Various revenue estimates provided to the Council by the Hawaii Department of Budget and
Finance at the Council's May 28, 2009, meeting were accepted as submitted; notable changes to
those estimates are highlighted in the next several paragraphs.

General Fund Non-Tax Revenue estimates for FYs 2009 through 2015 reflected lower
year-to-date investment pool interest eamings and an early transfer of excess funding in FY 2009
from Unclaimed Property.

Special Fund Tax Revenue estimates for FYs 2009 through 2015 reflected adjustments due to
lower vehicle surcharge, rental/tour collections in FY 2009; and adjustments in unemployment
compensation tax collections due to lower year-to-date collections in FYs 2009 through 2010
and projected increases in FYs 2011 through 2015 due to changes in both the taxable wage base
and the contribution rates schedule,

Special Fund Non-Tax Revenue estimates for FYs 2009 through 2015 reflected lower
year-to-date interest eamings for the Unemployment Compensation Fund, and lower dockage
fees and wharfage fees in FY 2009 for the Department of Transportation’s Harbors Division.
These were offset by higher year-to-date collections associated with the tobacco settlement
agreement. :

Other Than Special Fund Non-Tax Revenue estimates for FYs 2008 through 2015 reflected the
reclassification of Department of Human Services revenues in FYs 2010 and 2011 from federal
funds to the ARRA, and estimated increases for Medicaid reimbursements that were
inadvertently not being reported (Department of Health). Additionally, total stimulus funds of
approximately $765 million are reported in FY's 2009 through 2012.

Please advise us if we can be of further assistance or if we can answer any questions you may
have.

Sincerely,
(submitted via e-mail June 1, 2009)

PAUL H. BREWBAKER, Ph. D.
Chair, Council on Revenues

Attachments
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From: o )

Sent: Monday, August 31, 2009 4:26 PM fg} [,

To:

Ce: Ryan, James (FTA); e ) I\
Subjeet: RE: additional questions regarding Honolulu HCT financial plan

With regard to the total project cost, the $62m is the amount expended in FY 2009 which was
prior to approvai to enter PE, so it is a cost that won't be included in the FEGA. {As it has
developed we also will have 2 or more months of FY 2010 in that same category, but that hasn't
been reflected, yet, in the New Starts templates.)

I'll get you the Phase 1 costs by year later today,

From:
Sent: Monday, August 31, 2009 12:33 PM
To:
Cc: james.ryan@dot.gov, )
Subject: Re: additional questions regarding Honolulu HCT financial plan
Importance: High
}C\l)w‘ (¢

Thanks for your response.

I still want to see the Phase [ costs. Please send the annual estimated costs for Phase I for the period
2009 through its completion. :

Also, [ need clarification on the total project cost. The financial plan states that the project cost, net of
financing, is $5,120 million (Table 2-1). This total is consistent with the cash flow presented in
Appendix A to the financial plan, for the period 2009-2019. The New Starts finance template you sent
me shows a total project cost of $5,348 million, with financing costs of $290 million, so by deduction
the project cost net of financing would be $5,058 million. Thus, there is a $62m difference between the
project cost presented in the financial plan and that presented in the New Starts finance

template. Please explain this difference.

thanks,
On Aug 28,2009, at 7:11 PM, = R L, wrote:

Our responses are noted below in red. The attached spreadsheet addresses question
6.

file://CAZIp\09081 lattach 090831 RE additional questions regarding Honolulu HCT fina... 11/24/2009
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From:

To:

Cc: , . Jim Ryan ; .. \

Sent: Wed Aug 26 16:15:15 2009

Subiect: additinnal auestions regarding Honolulu HCT financial plan

Dear J

I appreciate the County's quick response to my questions that were e-mailed on 8/18.

I have a few additional questions, listed below, to which I would appreciate your prompt
attention.

1. Regarding the HCT GET surcharge revenue forecast, the financial plan text states that
the current forecast is consistent with that of the Council on Revenues (COR). However,
when I reviewed both the March forecast and August forecast of the COR, their year-to-
year growth rates in state-level GET revenues are consistently lower than I calculate from
the HCT GET surcharge forecast included in your August 2009 financial plan

submittal. The table below shows a comparison of the most recent HCT and COR
forecasts for fiscal years 2010-2015. From an examination of State and Honolulu County
historical revenues, I find that the State and Honolulu GET revenues are highly correlated,
so [ would expect that the HCT GET revenue forecast would more closely match the COR
forecast, if in fact they are consistent. Would you please explain how the HCT GET
surcharge forecast is "consistent”" with the COR forecast, and also why the annual growth
rates are different?

<imageQ01.gif> _

As noted on Page 2-5 of the August 2009 Financial Plan, growth rates consistent with the
Council on Revenues were assumed only for FY 2010 (the May 1, 2009 Financial Plan
assumed growth rates consistent with the Council on Reventies for FY 2009 and FY 2010;
the FY 2009 revenue in the August plan is actual). As deSm ibed on Page 2-6, Oahu
specific growth rates were developed for use in FY 2011 through FY 2023. The GET
surcharge revenue forecasts presented in the financial plan also explicitly include the GET
surcharge revenue generated by Rail Transit project expenditures, Excluding project-
generated GET surcharge revenue, the FY 2009 receipts by the City equal 163.64 million,
while the FY 2010 receipts by the City equal 163.04 million, a 0.4% decline.

2. The plan states that Phase 1 of the Project will be 100% locally funded. Please provide
annual capital costs, net of financing, for Phase 1. Do you intend that Phase 1 not be part
of the FFGA? IfPhase | is part of the FFGA, then on what basis would Section 5309 New
Starts funds be applied to it?

While the first construction phase will likely be mostly locally funded (no FFGA until

t 1), the City intends to request a letter of no prejudice for that segment. The FTA is
aware of this. Therefore the first phase of the project would not be excluded from FFGA
and 5309 funds would apply to the whole Project.
3. Are the bonds to be issued for the Project general obligation bonds or "self-supporting”
bonds? If the latter, can you provide an example of similar bonds issued
by Honolulu that did not require a debt service reserve or a minimum debt service coverage
ratio for the issuance of additional bonds? Do you anticipate the HCT GET surcharge
revenues to be pledged as a credit for the bonds?

file://CA\ZIp\0908 I 1attach 090831 RE additional questions regarding Honolulu HCT fina... 11/24/2009
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The bonds are structured as GO bonds that are supported by the full faith and credit of the
City. They are, however, considered as self-supported bonds for the purpose of the City’s
atfordability guidelines. These two nomenclatures are not mutually exclusive. Examples of
other seff-supported GO Bonds include GO Bonds issued for certain sewer projects, solid
waste projects, housing projects or H-Power waste-to-energy project.

4, The plan assumes $500 million in short-term financing. What kind of approval is
required? How is this debt to be secured? If it is to be secured by the HCT GET surcharge,
is it to be subordinate to the other debt to be issued for the Project?

The City and County of Honolulu already has a short term financing program in place
the form of tax exempt commercial paper currently capped at $250 million. The $500
million in short term debt assumed for the Project could be an extension of that plan or
could represent an access to a line of credit or other short-term financing mechanisms,
including grant anticipation notes. The short term debt is assumed to be rolled over until
ultimately being refinanced into longer term debt which is backed by GET surcharge
revenues. We fully intend to continue working with the Departiment of Budget and Fiscal
Services as the Project advances to ensure that the financing structure represents a solution
that meets the City’s overall financial policies.

5. The plan assumes that 33% of bus and HandiVan capital costs will be funded from
Section 5309 Bus grants. What is the basis for this assumption?

The assumption used work done in the Alternatives Analysis that showed the amount
received trom 5309 for bus discretionary to be about $6.25 million a year on average
between 1996 and 2007. The costs identified for bus discretionary in the financial plan
average about $19.5 per year between 2010 and 2030. The 33% reflects historical revenue
levels compared to future expenditures. Admittedly, allocations to Honolulu for bus
acquisitions have been lower since 2007, but based on the past revenue levels, the
assumptions seemed reasonable for planning purposes, This assumption will be further
refined in preliminary engineering. The bottom line is that any reduction in the 5309
contribution will increase the need for GO bonds proceeds. ~

6. Please provide the annual revenue vehicle hours to be operated on the fixed guideway
system.

Please see attached spreadsheet.
Thank you for your consideration. Please feel free to call me if you have any questions.
best regards,

NOTICE: This communication and any attachments ("this message")
may contain confidential information for the sole use of the intended
recipient(s). Any unauthorized use, disclosure, viewing, copying,
alteration, dissemination or distribution of, or reliance on this message is
strictly prohibited. If you have received this message in error, or you are

file://CA\ZIp\09081 [attach 090831 RE additional questions regarding Honolulu HCT fina... 11/24/2009
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not an authorized recipient, please notify the sender immediately by
replying to this message, delete this message and all copies from your e-
mail system and destroy any printed copies.

<HNL FG Revenue Hours.xls>

NOTICE: This communication and any attachments ("this message") may contain confidential
information for the sole use of the intended recipient(s). Any unauthorized use, disclosure, viewing,
copying, alteration, dissemination or distribution of, or reliance on this message is strictly prohibited. If
you have received this message in error, or you are not an authorized recipient, please notify the sender
immediately by replying to this message, delete this message and all copies from your e-mail system
and destroy any printed copies.
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Attached is an updated Financial Plan submittal for Entry into Preliminary Engineering for the Honolulu
High-Capacity Transit Corridor project. This plan incorporates the revisions to the capital costs estimates
recommended by the PMOC as well as revised local tax revenue forecast based on more recent data. In
order to help you and Ben Porter go through this plan quickly, we have summarized the major changes
from the Financial Plan dated May 1, 2009 below.

Changes in Capital Cost

Per FTA’s recommendation, the City has revised the capital cost estimate of the Project to incorporate the
PMOC's recommendation in its cost assessment presented in its final spot report (“"CLIN 0005: Spot
Report”). The change in capital cost also had an impact on finance charges. The Table below summarizes
the difference in total capital cost and finance charges. The total impact of the recommended change in
project capital cost resulted in an increase of $174 million year of expenditure {YOE) dollars from the May
2009 Financial Plan.

Difference in Capital Cost and Finance Charges between May 2009 and August 2009 Financial Plans

OFE $mill 009
Capital Cost Excluding Finance $4,942 $5,057 $115
Charges, FY2010 -~ 2019
Finance Charges, FY2010 - 2019 231 290 59
Total Capital Cost $5,173 $5,347 $174

The finance charges presented above also include an upward adjustment to the interest rate contingency,
from 50 basis points above current interest rates to 100 basis points, thereby reflecting the fact that
interest rates are currently at historical lows. The impact on the weighted average interest rate across all
maturities is an increase from 3.27 percent to 3.96 percent. ot

Please note, as was the case for the May 2009 Financial Pian, that the enclosed Financial Plan includes
costs that are not part of the New Starts Total Project Cost. Specifically, the Financial Plan includes costs
for FY2009, which were prior to Preliminary Engineering and thus will not be part of the cost included in
the FFGA. Similarly the Financial Plan includes finance charges from after the completion of the Project.
Table 1-1 in the Financial Plan shows the differences between the Project Cost reflected in the Financial
Plan and the Expected FFGA Total Project Cost.

Changes in General Excise and Use Tax (GET) Revenues

Net GET surcharge revenue projections were revised based on two factors:

a) Actual data for FY2009 receipts: Actual FY2009 receipts totaled $164 million YOE compared to
the $152 million estimate forecasted in the May 2009 Financial Plan.

b) More recent Council on Revenues forecast: the FY2010 growth rate was revised downward to 0%
from a growth rate of 1.34% in the May 2009 Financial Plan, based on more recent forecast at
the State level published by the Council on Revenues in July 2009. Growth rates for all
subsequent years remain the same as in the May 2009 Financial Plan.

The impact of these two changes led to an increase in net GET surcharge revenues of $208 million over
the period through FY2023. The chart below Hustrates the difference in GET forecast between the two
versions of the Financial Plan.
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Difference in Net Get revenues Between May 2009 and August 2009 Financial Plans
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This increase in revenues dedicated to the Project is expected to be sufficient to fund the increase in
Project capital cost recommended by FTA and its PMOC. It is important to note that the numbers
presented herein are subject to change as the Project advances through the development process and
economic conditions evolve. The revised Financial Plan provides more information on underlying
assumptions and risks and uncertainties inherent to the capital and operating plan.
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From: Ryan, James (FTA)

Sent: Tuesdav. August 25, 2009 7:17 AM

To: B~

Subject: FW: Email to Tah' Nal oo of 7/15/2009

Expires: Sunday, August 23, 2009 6:00 AM

Attachments: NadecmPmail ndf
B-\
We got the e-mail below from the leading rail opponent in Honolulu. You are no doubt looking at the same
numbers but I'm passing this along to ensure that we're prepared to answer all arguments when we are done with
the assessments we need to decide on Honolulu’s PE-request.
Thanks.
Jim

From: B-(, r.com]}

Sent: Thursday, August 20, 2009 12;19 PM

To: Ryan, James (FTA); Day, Elizabeth (FTA); Rogers, Leslie (FTA); Nguyen, Kim (FTA); Luu, Catherine {FTA);
Carranza, Edward (FTA); Welbes, Matt (FTA); tahir.nadeem@fta.dot.gov

Subject: Email to Tahir Nadeem of 7/15/2009

‘ Hé;{Trather.jpg

All of you were copied on an email dated 7/16/09 that we obtained from FTA through aFOIA request. The email
is from a redacted source {assumedly at DTS Honolulu) regarding GET Revenue Forecasts. A copy of the email is
attached. o

We believe this email to be misleading since although it was written_on"7/15/09 it omits any mention of the
Council on Revenues forecast update of 5/29/09, which significantly reduced COR’s earlier March 2009 forecast
for GE Tax collections. /

While the City says that the “GET - Scenario based on Council on Revenues Growth Rates” (p. 5-2) the fact is
that only for the years FY2009/10 did the City follow the March 2009 COR projection. The differences between
the City percentages used in the May 1, 2009 Financial Plan for 2011 through 2015 and those forecast by the
Council on Revenues in March are markedly different as may be seen from the table below.

The following table compares the COR forecast for March 2009 and May 2009 (available at
http://www6.hawaii.gov/tax/a9_1lcor.htm) with that of the City’s 5/1/09 Financia! Plan.

COR COR City's 5/1
Fiscal Year 3/13/09 5/29/09 Plan
2009 -5.5% -10.4%  -5.6%*
2010 1.0% -2.9% 1.3%
2011 4.6% 3.1% 6.5%
2012 3.2% 1.9% 6.7%
2013 6.0% 5.0% 9.1%
2014 6.2% 5.3% 5.8%
file://ICAZIp\090825 0717 FW Email to Tahir Nadeem of 7152009 htm 11/24/2009
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2015 4.0% 3.0% 5.0% |

* The -5.6% results from using $161 million for 2008 collections (p. 2-6) rather than the true figure of $169
mitlion. Using $169 million results in -10.1% and is close to the 5/29 COR forecast. For details see the notes to
the table below.

While the 7/15 email, and Appendix E of the Financial Plan if refers to, goes into enormous detail, replete with
regression analyses, to justify a supposed swift economic revitalization of Hawaii, that is not what the Hawaii
State Council on Revenues forecasts. The COR consists of the State’s leading private and public economists and
its forecasts are relied upon by the Governor and the Legislature in fiscal decisions and in planning our economic
future.

The prudent forecaster would use the COR revenue forecast for 2010-2015 and then the use the City’s own
5/1/2009 Financial Plan forecast for percentage growth for 2016-2023 as shown in the table below. It results in a
further 5477 million shortfall in addition to the $554 million that the City admits to in the May 1, Financial Plan.

Calculations of City collections of the % percent General Excise
fax increase
City 5/1/2009 City 5/1/2009 Financial
Financial Plan as Plan Revised using 5/29
submitted COR Forecast
Annual Annual Annual
GET percent percent Annual GET
Fiscal Year | Revenues change change revenues

2007 **513 *xE5A0
2008 ¥*5161 *EXG169
2008 $152 -10.1% ~10.4% $152
2010 $154 1.3% -2.9% 5148
2011 5164 6.5% 3.1% $152
2012 $175 6.7% 1.9% $155 |
2013 $191 9.1% 5.0% $163
2014 $202 5.8% 53% 5171
2015 5212 5.0% 3.0% $177
2016 $222 4.7% 4.7% $185
2017 $233 5.0% 5.0% $194
2018 $246 5.6% 5.6% $205
2019 $260 5.7% 5.7% $217
2020 $274 5.4% 7 5.4% $228
2021 $289 5.5% 5.5% $241
2022 $304 5.2% 5.2% $253
2023 $238 N/A 5.0% $199
Total $3,490 $3,057

*Note: Percent changes in Excise tax collection for 2010-15 according to the Council On Revenues forecast.
Percent changes for 2016-2022 are the same as those used in the City 5/1/2009 Einancial Plan. For FY2023 we
allowed a 5 percent increase and then used 75 percent of annual forecast for the half fiscal year per the City’s
methodology.

**Note: GET surcharge revenues of $13 million was reported for FY 2007 in the Draft EIS; 5161 million

file://CAZIp\090825 0717 FW Email to Tahir Nadeem of 7152009 htm 11/24/2009

ARO00056077



Page 1 of 2

From: Ryan, James (FTA}

Sent: Fridav. August 28, 2009 2:37 PM

To: _ A~

Subject: FW: additional questions regarding Honolulu HCT financial plan

Attachments: pastedGraphic.tiff

- We have ancther status update this afternoon and I'm sure !'ll be asked about pragress and completion of the

financial review. | haven't seen a reply to the questions you posed to Toru; so you probably haven't either. I'm
planning to say that the ball is in the City's court and that your completion of the review depends on when they
get back to you and what they have to say. Do you have any revisions to that characterization?

Thanks.
Jim

From: B~

Sent: Wed 8/26/2009 4:15 PM

To!

Cc: . Ryan, James (FTA);

Subject: additional questions regarding Honolulu HCT financial plan

Dear B
I appreciate the County's quick response to my questions that were e-mailed on 8/18.

I have a few additional questions, listed below, to which I would appreciate your:prompt attention.

1. Regarding the HCT GET surcharge revenue forecast, the financial plan text states that the current
forecast is consistent with that of the Council on Revenues (COR). However, when I reviewed both the
March forecast and August forecast of the COR, their year-to-year growth rates in state-level GET
revenues are consistently lower than I calculate from the HCT GET surcharge forecast included in your
August 2009 financial plan submittal. The table below shows a comparison of the most recent HCT
and COR forecasts for fiscal years 2010-2015. From an examination of State and Honolulu County
historical revenues, I find that the State and Honolulu GET revenues are highly correlated, so I would
expect that the HCT GET revenue forecast would more closely match the COR, forecast, if in fact they
are consistent. Would you please explain how the HCT GET surcharge forecast is "consistent" with the
COR forecast, and also why the annual growth rates are different?

file://C:\ZIp\090828 1437 FW additional questions regarding Honolulu HCT financial pla... 11/24/2009
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was reported for FY 2008 in the DEIS and 5/1/2008 Financial Plan.
*#*Also note that the correct FY2007 and 2008 collections are $48 and 169 million per the City’s
financial statements at: http://www.co,honolulu.hi.us/budget/cafrhnl2008.pdf

file://CA\ZIp\090825 0717 FW Email to Tahir Nadeem of 7152009.htm 11/24/2009
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2. The plan states that Phase 1 of the Project will be 100% locally funded. Please provide annual
capital costs, net of financing, for Phase 1. Do you intend that Phase 1 not be part of the FFGA? If
Phase 1 is part of the FFGA, then on what basis would Section 5309 New Starts funds be applied to it?
3. Are the bonds to be issued for the Project general obligation bonds or "self-supporting” bonds? If
the latter, can you provide an example of similar bonds issued by Honolulu that did not require a debt
service reserve or a minimum debt service coverage ratio for the issuance of additional bonds? Do you
anticipate the HCT GET surcharge revenues to be pledged as a credit for the bonds?

4. The plan assumes $500 million in short-term financing. What kind of approval is required? How is
this debt to be secured? Ifit is to be secured by the HCT GET surcharge, is it to be subordinate to the
other debt to be issued for the Project?

5. The plan assumes that 33% of bus and HandiVan capital costs will be funded from Section 5309 Bus
grants. What is the basis for this assumption?
6. Please provide the annual revenue vehicle hours to be operated on the fixed guideway system.

Thank you for your consideration. Please feel free to call me if you have any questions.

best regards.

Al

file://CA\ZIp\090828 1437 FW additional questions regarding Honolulu HCT financial pla... 11/24/2009
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From:
Sent: Friday, August 28, 2009 3:27 Pm
To: Ryan, James (FTA) . ) . )
subject: Re: additional questions regarding Honolulu MCT financial plan

ves, that is my guess, but_there is one potential sticking point. I think the main
point of interpretation will be whether to assign a Medium-Low or Low rating to the

capital financial capacity/planning assumptions subfactor. To get a Medium-Low

rating, they would need to access another $535 million (10% of Project costs). I am

assessing this risk but haven't come to a conclusion. It is a potential probTem.
g

Let me know if you need more information at this point and T will tell you what I am

considering.

3 L

Oon Aug 28, 2009, at 11:54 Am, <James.Ryan@dot.gov> <James.Ryan@dot.gov> wrote:

Thanks, . Are you still guessing that "medium, with concerns™ is
the Tikely rating ocutcome?

From; 1

Sent: Fri 8/28/2009 2:46 PM

To: Ryan, James (FTA)

S*bject: Re: additional questions regarding Honolulu HCT financial
plan

I think you've characterized it correctly, except that T still plan
to submit a draft assessment on 9/1 (Tues.). If I get their
responses by then, 1'11 incorgorate them. If they come .Jdater, 1'11
modify the draft. Most probably, their responses will affect some of
the details presented in the assessment, but are not Tikely to affect
the rating.

best regards,

On Aug 28, 2009, at 11:37 AM, <James.Ryan@dot.gov> wrote:

We have another status update this afterncon and I'm sure T'11 be
asked about progress and completion of the financial review. 1
haven't seen a reply to the questions you posed to Toru; soc you
probably haven't either. 1'm planning to say that the ball is in the
City's court and that your completion of the review depends on when
they get back to you and what they have to say. Do you have any
revisions to that characterization?

Thanks.
Jim

VVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVV
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From:

Sent: wed B/26/2009 4:15 pM ,
TO: Y%r'\ﬂ
Ce: Ryan, James (FTA); __

Subject: additional questions regarding Honaolulu HCT Financial plan

Dear -

I appreciate the county's quick response to my questions that were
e-mailed on 8/18.

I have a few additional questions, listed below, to which T would
appreciate your prampt attention.

1. Regarding the HCT GET surcharge revenue forecast, the financial
plan text states that the current forecast is consistent with that of
the Council on Revenues (COR). However, when T reviewed both the
March forecast and August forecast of the COR, their year-to-vear
growth rates in state-level GET revenues are consistently Tower than I
calculate from the HCT GET surcharge forecast included in yaur August
2009 financial plan submittal. The table below shows a camparison of
the most recent HCT and COR farecasts for fiscal years 2010-2015.

From an examination of State and Honolulu County historical revenues,
I find that the State and Honolulu GET revenues are highly correlated,
so I would expect that the HCT GET revenue Tarecast would more closely
match the COR forecast, if in fact they are consistent. would you
please explain how the HCT GET surcharge forecast is "consistent" with
the COR forecast, and also why the annual growth rates are different?

2. The plan states that Phase 1 of the Project will be 100% Tocally
funded. Please provide annual capital costs, net of financing, for
Phase 1. Do you intend that Phase 1 not be part of the FFGA? If
Phase 1 is part of the FFGA, then on what basis would Section 5309 New
Starts funds be applied to t? ‘

3. Are the bonds to be issued for the Project general abligation
bonds_or "self-supporting” bonds? If the latter, can you pravide an
example of similar bonds +issued by Honolulu that did not reguire a
debt service reserve or a minimum debt service coverage ratio for the
issuance of additional bonds? Do you anticipate the HCT GET surcharge
revenues to be pledged as a credit for the bonds?

4. The plan assumes $500 million in short-term financing. what kind
of approval is required? How is this debt to be secured? IF it is to
be secured by the HCT GET surcharge, is it to be subordinate to the
other debt to be issued far the Project?

5. The plan assumes that 33% of bus and Handivan capital costs will
be funded from Section 5309 Bus grants. what is the basis for this
assumptian?

6. Please provide the annual revenue vehicle hours to be operated on
the fixed guideway system.

Thank you for your consideration. Please feel free to call me if you
have any questions.
Page 7
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best regards,

v
=

Page 3

ARO00056083



Page | of 2

From: Ryan, James (FTA)
Sent: Wednesday, August 19, 2009 9:52 AM
To:

Subject: RE: Honolulu

. F'am back from a short vacation / long weekend and am in the office this morning. | have a conference call
at 11:30am and have to leave at 1:15pm for a meeting outside the building for the rest of this afterncon. I'm open
all day tomorrow. So, either now, or 12:15pm or anytime tomorrow. Let me know. Jim

From

Sent: 1uesday, August 18, 2009 9:03 PM
To: Ryan, James (FTA)

Subject: Fwd; Honolulu

Jim:

Could you please respond to the issues noted below? 1 am particularly concerned about item #1 -- I
don't want to contact the City of Honolulu about it until I know FTA's position.

thanks,'

Begin forwarded message:

From: e

Date: August 14, 2009 1:50:54 PM PDT

To: Jim Ryan <James.Ryan@dot.gov>

Ce: Brian Jackson <brian jackson@dot.gov>,
Subject: Honolulu

Jim:

[ had planned on calling you but I do not have your direct number.

I've completed a first pass at the Honolulu financial plan. I think their rating will most likely be a
repeat of last year; that is, an overall rating of Medium. This doesn't mean they aren't without some
challenging and potentially serious problems -~ just not enough to nudge the project below the

thresholds for a Medium rating for entering PE.

There are some issues with the financial plan, however, and I will need to request additional
information from the City and/or PB. T will send a list to Mark Scheibe on Monday.

There are several things that I need your advice or direction on, in order of priority:

1) The financial plan says that Phase 1 of the project will be 100% locally funded. Does that mean it is
" not part of the Federal project? If so, their cash flow needs to be segregated to distinguish Phase 1
financing from the rest of the project to which the Section 5309 New Starts funds will be applied.
PLEASE RESPOND TO THIS BY MONDAY so [ can include this request in the list of items I send to
Mark.

2) I need a copy of the July 2009 PMOC report that assessed the project cost estimate and schedule.

file://CAZIPA090819 0952 RE Honolulu. htm 11/24/2009
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3) Has anyone reviewed the O&M costs? If so, I'd like to see a copy of the report.

Thanks, and have a good weekend.

regards,

file://CA\ZIp\090819 0952 RE Honolulu.htm 11/24/2009
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From: . .

Sent: 1 nway, August 28, 2009 10:12 PM 5-6
To: L )

Ce:

Subject: RE: additional questions regarding Honolulu HCT financial plan
Importance: High

Attachments: HNL FG Revenue Hours.xls

Our responses are noted below in red. The attached spreadsheet addresses guestion 6.

Bt

From'

To: .
Cc Jim Ryan ; % "L"

Sent: Wed Aug 26 16:15:15 2009
Subject: additional questions regarding Honolulu HCT financial plan
Dea |

I appreciate the County's quick response to my questions that were e-mailed on 8/18.

I have a few additional questions, listed below, to which I would appreciate your-prompt attention.

1. Regarding the HCT GET surcharge revenue forecast, the financial ‘plan text states that the current
forecast is consistent with that of the Council on Revenues (COR). However, when I reviewed both the
March forecast and August forecast of the COR, their year-to-yéar growth rates in state-leve] GET
revenues are consistently lower than I calculate from the HCT GET surcharge forecast included in your
August 2009 financial plan submittal. The table below shows a comparison of the most recent HCT
and COR forecasts for fiscal years 2010-2015. From an examination of State and Honolulu County
historical revenues, I find that the State and Honolulu GET revenues are highly correlated, so I would
expect that the HCT GET revenue forecast would more closely match the COR forecast, if in fact they
are consistent. Would you please explain how the HCT GET surcharge forecast is "consistent" with the
COR forecast, and also why the annual growth rates are different?

As noted on Page 2-5 of the August 2009 Financial Plan, growth rates consistent with the Council on
Revenues were assumed only for FY 2010 (the May 1, 2009 Financial Plan assumed growth rates

file://CAZIp\090828 2212 RE additional questions regarding Honolulu HCT financial pla... 11/24/2009
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consistent with the Council on Revenues for FY 2009 and FY 2010; the FY 2009 revenue in the
August plan is actual). As described on Page 2-6, Oahu specific growth rates were developed for use in
FY 2011 through FY 2023. The GET surcharge revenue forecasts presented in the financial plan also
explicitly include the GET surcharge revenue generated by Rail Transit project expenditures.
Excluding project-generated GET surcharge revenue, the FY 2009 receipts by the City equal

163.64 million, while the FY 2010 receipts by the City equal 163.04 million. a 0.4% dechne.

2. The plan states that Phase 1 of the Project will be 100% locally funded. Please provide annual
capital costs, net of financing, for Phase 1. Do you intend that Phase 1 not be part of the FFGA? If
Phase 1 is part of the FFGA, then on what basis would Section 5309 New Starts funds be applied to it?

While the first construction phase will likely be mostly locally funded {no FFGA until 2011), the City
intends to request a letter of no prejudice for that segment. The FTA is aware of this. Therefore the
first phase of the project would not be excluded from FFGA and 5309 funds would apply to the whole
Project.

3. Are the bonds to be issued for the Project general obligation bonds or "self-supporting" bonds? If
the latter, can you provide an example of similar bonds issued by Honolulu that did not require a debt
service reserve or a minimum debt service coverage ratio for the issuance of additional bonds? Do you
anticipate the HCT GET surcharge revenues to be pledged as a credit for the bonds?

The bonds are structured as GO bonds that are supported by the full faith and credit of the City. They
are, however, considered as self-supported bonds for the purpose of the City’s affordability guidelines.
These two nomenclatures are not mutually exclusive. Examples of other self-supported GO Bonds
include GO Bonds issued for certain sewer projects, solid waste projects, housing projects or H-
Power waste-to-energy project.

4. The plan assumes $500 million in short-term financing. What kind of approval is required? How is
this debt to be secured? If it is to be secured by the HCT GET surcharge, is it to be subordinate to the
other debt to be issued for the Project? ‘e

The City and County of Honolulu already has a short term financing program in place in the form of tax
exempt commercial paper currently capped at $250 million. The $500 million in short term debt
assumed for the Project could be an extension of that plan or could represent an access to a line of credit
or other short-term financing mechanisms, including grant anticipation notes. The short term debt is
assumed to be rolled over until ultimately being refinanced into longer term debt which is backed by
GET surcharge revenues. We fully intend to continue working with the Department of Budget and
Fiscal Services as the Project advances to ensure that the financing structure represents a solution that
meets the City’s overall financial policies.

5. The plan assumes that 33% of bus and HandiVan capital costs will be funded from Section 5309 Bus
grants. What is the basis for this assumption?

The assumption used work done in the Alternatives Analysis that showed the amount received from
5309 for bus discretionary to be about $6.25 million a year on average between 1996 and 2007. The
costs identified for bus discretionary in the financial plan average about $19.5 per year between 2010
and 2030. The 33% reflects historical revenue levels compared to future expenditures. Admittedly,
allocations to Honolulu for bus acquisitions have been lower since 2007, but based on the past revenue
levels, the assumptions seemed reasonable for planning purposes. This assumption will be further
refined in preliminary engineering. The bottom line is that any reduction in the 5309 contribution will

file://CAZIp\090828 2212 RE additional questions regarding Honolulu HCT financial pla... 11/24/2009
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merease the need for GO bonds proceeds.
6. Please provide the annual revenue vehicle hours to be operated on the fixed guideway system.

Please see attached spreadsheet.

Thank you for your consideration. Please feel free to call me if you have any questions.

best regards,

gg}!\f

NOTICE: This communication and any attachments ("this message") may contain confidential
information for the sole use of the intended recipient(s). Any unauthorized use, disclosure, viewing,
copying, alteration, dissemination or distribution of, or reliance on this message is strictly prohibited. If
you have received this message in error, or you are not an authorized recipient, please notify the sender
immediately by replying to this message, delete this message and all copies from your e-mail system
and destroy any printed copies. o
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From:, . N . , ‘

Sent: Tuesdav. September 01, 2009 2:42 PM 5 - Lﬁ

To:

Ce: Ryan, James (FTA); _ _

Subject: RE: additional questions regarding Honolulu HCT financial plan

What I show is probably the "worst case” allocation of costs to Phase 1. It includes ali the facilities
and systems from East Kapolei to Pear! Highlands, the entire Maintenance & Storage Facility sized
for the full project fleet, the entire Central Control Facility, ali vehicle engineering, and a
proportionate share of the vehicle fleet.

2010 142
2011 379
2012 393
2013 396
2014 257
1,567M YOE$
From:

Sent: Monday, August 31, 2009 2:28 PM ..

To: &- L’

Cc: Jim Ryan N
Subject: Re: additional questions regarding Honolulu HCT financial plan

-0

I suspect any response you give on this would be subject to later debate as to what exactly is Phase I --
for example, whether or how to apportion costs that are to be incurred in support of the entire line. I am
copying Jim because I sense this is an issue of interest to FTA.

[ really don't know what direction to give you as to what to include in Phase 1 costs. Not in my scope,
so to say.

My question stems from the statement on page 1-5 of the financial plan -- "Local funding is expected to
fund all aspects of the capital costs throughout the system and is expected to be the sole source of
funding for Phase 1". T had imagined there was some definition of what the Phase 1 cost would be, in
support of that statement. 1simply want to have a reasonably accurate sense of what the City's financial
obligation will be for Phase 1.

regards,

&~

file://CA\ZIp\090901 1442 RE additional questions regarding Honolulu HCT financial pla... 11/24/2009
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On Aug 31, 2009, at 2:03 PM, - -yrote:

R

In order to give you what you're looking for regarding Phase 1, it'd be helpful to know
how you want to be able to use the information. The fixed facility costs are reasonably
straight-forward; I can give you the cost to construct the facilities from East Kapolei to
Pearl Highlands. But with respect to vehicles, the City isn't seeking to purchase just
enough vehicles for that segment but rather a fleet to serve the full 20-mile project.
And the Maintenance & Storage Facility is being sized for the full fleet.

Bl
From: - ( ]
Sent: Mondav, Auqust 31, 2009 12:33 PM
To: B-(-

Cc: james.ryan@dot.qgov;
Subject: Re: additional questions regarding Honolulu HCT financial plan
Importance: High

B
Thanks for your response.

I still want to see the Phase I costs. Please send the annual estimated costs':"for Phase I for
the period 2009 through its completion. o

Also, I need clarification on the total project cost. The financial plan states that the project
cost, net of financing, is $5,120 million (Table 2-1). This total is consistent with the cash
flow presented in Appendix A to the financial plan, for'the period 2009-2019. The New
Starts finance template you sent me shows a total project cost of $5,348 million, with
financing costs of $290 million, so by deduction the project cost net of financing would be
$5,058 million. Thus, there is a $62m difference between the project cost presented in the
financial plan and that presented in the New Starts finance template. Please explain this
difference.

thanks,
B

On Aug 28, 2009, at 7:11 PM, Scheibe, Mark wrote:

B

Our responses are noted below in red. The attached spreadsheet
addresses question 6.

Bl
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From: .

To: -

Cc 5 lp Jim Ryan ;

Sent: Wed Aug 26 16:15:15 2009

Subject: additional guestions regarding Honolulu HCT financial plan

Dear

I'appreciate the County's quick response to my questions that were e-mailed on
8/18.

| have a few additional questions, listed below, to which I would appreciate
your prompt attention.

1. Regarding the HCT GET surcharge revenue forecast, the financial plan text
states that the current forecast is consistent with that of the Council on
Revenues (COR). However, when I reviewed both the March forecast and
August forecast of the COR, their year-to-year growth rates in state-level GET
revenues are consistently lower than I calculate from the HCT GET surcharge
forecast included in your August 2009 financial plan submittal. The table
below shows a comparison of the most recent HCT and COR forecasts for
fiscal years 2010-2015. From an examination of State and Honolulu County
historical revenues, I find that the State and Honolulu GET revenues are highly
correlated, so I would expect that the HCT GET revenue forecast would more
closely match the COR forecast, if in fact they are consistent. Would you
please explain how the HCT GET surcharge forecast is "consistent” with the
COR forecast, and also why the annual growth rates are different?
<image001.gif> :
As noted on Page 2-5 of the August 2009 Financial Plan, growth rates
consistent with the Council on Revenues were assumed only for FY 2010 (the
May I, 2009 Financial Plan assumed growth rates consistent with the Council
on Revenues for FY 2009 and FY 2010; the FY 2009 revenue in the

August plan is actual). As described on Page 2-6, Oahu specific growth rates
were developed for use in FY 2011 through FY:2023. The GET surcharge
revenue forecasts presented in the financial plan also explicitly include the
GET surcharge revenue generated by Rail Transit project expenditures.
Excluding project-generated GET surcharge revenue, the FY 2009 receipts by
the City equal 163.64 million, while the FY 2010 receipts by the City equal
163.04 miliion, a 0.4% decline.

2. The plan states that Phase 1 of the Project will be 100% locally

funded. Please provide annual capital costs, net of financing, for Phase 1. Do
you intend that Phase 1 not be part of the FFGA? IfPhase 1 is part of the
FFGA, then on what basis would Section 5309 New Starts funds be applied to
it?

While the first construction phase will likely be mostly locally funded (no
FFGA until 2011), the City intends to request a letter of no prejudice for that
segment. The FTA is aware of this. Therefore the first phase of the project
would not be excluded from FFGA and 5309 funds would apply to the whole
Project.

3. Are the bonds to be issued for the Project general obligation bonds or "self-
supporting” bonds? If the latter, can you provide an example of similar bonds
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debt service coverage ratio for the issuance of additional bonds? Do you
anticipate the HCT GET surcharge revenues to be pledged as a credit for the
bonds?

The bonds are structured as GO bonds that are supported by the full faith and
credit of the City. They are, however, considered as self-supported bonds for
the purpose of the City’s affordability guidelines. These two nomenclatures are
not mutually exclusive. Examples of other self-supported GO Bonds include
GO Bonds issued for certain sewer projects, solid waste projects, housing
projects or H-Power waste-to-energy project.

4. The plan assumes $500 million in short-term financing. What kind of
approval is required? How is this debt to be secured? If it is to be secured by
the HCT GET surcharge, is it to be subordinate to the other debt to be issued
for the Project?

The City and County of Honolulu already has a short term financing program
in place in the form of tax exempt commercial paper currently capped at $250
million. The $500 million in short term debt assumed for the Project could be
an extension of that plan or could represent an access to a line of credit or
other short-term financing mechanisms, including grant anticipation notes. The
short term debt is assumed to be rolled over until ultimately being refinanced
into longer term debt which is backed by GET surcharge revenues. We fully
intend to continue working with the Department of Budget and Fiscal Services
as the Project advances to ensure that the financing structure represents a
solution that meets the City’s overall financial policies. -

5. The plan assumes that 33% of bus and HandiVan capital costs will be
funded from Section 5309 Bus grants. What is the basis for this assumption?

The assumption used work done in the Alternatives Analysis that showed the
amount received from 5309 for bus discretionary to-be about $6.25 million a
year on average between 1996 and 2007. The costs identified for bus
discretionary in the financial plan average about $19.5 per year between 2010
and 2030. The 33% reflects historical revenue levels compared to future
expenditures. Admittedly, allocations to Honolulu for bus acquisitions have
been lower since 2007, but based on the past revenue levels, the assumptions
seemed reasonable for planning purposes. This assumption will be further
refined in preliminary engineering. The bottom line is that any reduction in
the 5309 contribution will increase the need for GO bonds proceeds.

6. Please provide the annual revenue vehicle hours to be operated on the fixed
guideway systein.

Please see attached spreadsheet.
Thank you for your consideration. Please feel free to call me if you have any

questions.
best regards,

}c_v_)lz
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NOTICE: This communication and any attachments ("this
message”) may contain confidential information for the sole
use of the intended recipient(s). Any unauthorized use,
disclosure, viewing, copying, alteration, dissemination or
distribution of, or reliance on this message is strictly prohibited.
If you have received this message in error, or you are not an
authorized recipient, please notify the sender immediately by
replying to this message, delete this message and all copies
from your e-mail system and destroy any printed copies.

<HNL FG Revenue Hours.xls>

NOTICE: This communication and any attachments ("this message") may contain
confidential information for the sole use of the intended recipient(s). Any unauthorized use,
disclosure, viewing, copying, alteration, dissemination or distribution of, or reliance on this
message is strictly prohibited. If you have received this message in error, or you are not an
authorized recipient, please notify the sender immediately by replying to this message,
delete this message and all copies from your e-mail system and destroy any printed copies.

NOTICE: This communication and any attachments ("this message") may contain confidential
information for the sole use of the intended recipient(s). Any unauthorized use, disclosure, viewing,
copying, alteration, dissermination or distribution of, or reliance on this message is strictly prohibited. If
you have received this message in error, or you are not an authorized recipient, please notify the sender
immediately by replying to this message, delete this message and all copies from your e-mail system
and destroy any printed copies.
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